CHAPTER 3
The Arab Wealth Funds and the Rise of an "Islamic Corridor"
In July 2005, the currency trading desks burst into action across the world. The euro had suddenly strengthened against the dollar. It wasn't clear why. But the traders scrambled to dump their long dollar positions regardless. This wasn't the time to stand in the way of the market. The traders had to pay widening spreads as the market gapped higher. The foreign currency market is the largest of the world's fi nancial markets, trading over $3 trillion a day.
1 A one-point miss on a €100 million trade would cost a trader $10,000. A ten-point miss would cost $1000. A large enough move might wipe out weeks of profi t. Tempers fl ared and keyboards were smacked hard in frustration. Losing money was bad enough, but losing money without knowing why was gutting.
Then the news wires fl ashed a headline across the trading screens. The United Arab Emirates Central Bank had announced it would switch 5 percent of its foreign exchange reserves from dollars to euros.
2 The United Arab Emirates (UAE) isn't a large place. Its total population is less than two million. A decade earlier most currency traders couldn't have pointed to the country on a map. But the United Arab Emirates now strides across the foreign currency market like a giant. Its central bank had managed to move the world's largest fi nancial market with a single statement, scrambling foreign currency trading desks from London to Tokyo. The UAE Central Bank wasn't alone. The entire Arab world was exerting a growing infl uence on the foreign currency markets. For the fi rst time, trading desks were responding to statements out of Dubai, Kuwait, Riyadh, and even Damascus.
The Arab world was always rich. But it has recently leapt into the ranks of the super rich and its status as a player in the world's fi nancial markets had grown. What happened? Three events had
The New Silk Road converged to change dramatically the fortunes of the Arab world. First, a surge in oil prices. Second, the rise of China. And third, a decision by Western households to embark on a historic, and largely debt-fuelled, consumption binge.
Soaring oil prices were the fi rst pivotal event. Oil prices tripled in price from less than $30 a barrel to near $150 a barrel between 2004 and 2008. The Arab oil producers had a choice either to spend or save the windfall and they chose to save it. The International Monetary Fund estimated that Arab oil producers were spending just 15 percent of the rise in oil revenues versus around 70 percent in the 1970s.
3 The 1970s was a mistake. The Arab governments spent lavishly, but were unable to pay for their extravagant outlays when oil prices collapsed in the 1980s. Saudi Arabia , in particular, had accumulated enough debt to put it on a par with Turkey in 2001. 4 It was a far fall from grace for the world's largest oil producer. "Never again!" was the country's rallying cry as oil prices surged after 2004.
Since then the Arab world has accumulated a staggering amount of wealth. In 2008, pre-crisis, it was estimated to own $1,400 billion in foreign assets.
5 A few simple comparisons will put this fi gure in perspective. That same year, Warren Buffett, the world's richest man, was worth an estimated $62 billion, or just a small fraction of the total. The Californian Public Employees Retirement System, America's largest public pension fund, was worth an estimated $230 billion, again not even close. The best benchmarks are the world's largest asset managers, such as State Street, which managed around $1,700 billion each.
6 By this measure, the Arab world is now defi nitely punching in the heavyweight division, albeit the fi nancial crisis continues to hurt all investors.
Oil prices were soaring partly because of China. From the trading desks in Hong Kong it was possible to watch a fi lthy haze drift over Victoria Harbor. The haze had grown worse after 2004, or about the same time that Chinese factories across the border started to work overtime pumping out consumer goods for the rest of world. Everything from Nike Airs to iPods used oil in the manufacturing process. Oil fed the electricity generators. Oil fueled the delivery trucks. The entire country was hungry for oil. China accounted for one-third of the total increase in world oil consumption, between 2004 and 2007, racing past 
